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BOLIVIA 


SUMMARY 


Despite the decline in world prices for its minerals and petroleum 
exports in 1975, Bolivia's economy continues to move ahead energeti- 
cally, based on a new-found political stability, strong private and 
public investment, and high consumer demand. GDP growth in 1975 
should approach the 6.7% rate of 1974. Conservative fiscal and 
monetary policies reduced inflation to an impressively low 3 to 4 
percent during the first nine months of 1975. The government is 
aggressively promoting investment by fostering a favorable climate 
for the private sector and by acquiring a large amount of foreign 
development and investment financing, mostly from international 
agencies such as the Inter-American Development Bank, the World 
Bank, as well as from the United States, Brazil and Argentina. Over 
US$ 300 million in project loans are expected to be signed in 1975, 
for petroleum refining and petrochemicals, minerals processing, 
road construction, railroad rehabilitation, electrification, small 
industries, agriculture, and social infrastructure. Preliminary 
studies of some major projects are also underway, including the 


US$ 500 million MutGn iron and steel complex in Eastern Bolivia, 
and in petrochemicals. 


This increasing investment will present U.S. exporters and consulting 
firms with excellent opportunities in 1976 for sales of capital 
equipment, intermediate goods, and provision of comprehensive project 
packages combining U.S. technical expertise, high quality equipment 
and financing. Competition from European countries, Japan and 
neighboring Brazil and Argentina, will be stiff, but the high quality 
of U.S. products and know-how is widely recognized in Bolivia and 
this favors the continued high growth of U.S. exports to Bolivia 
which prevailed in 1974 and 1975. 


Falling export receipts because of low world prices and increasing 
imports are causing Bolivia's foreign exchange reserves to decline 
from the high of USS 180 million (met) in March, 1975, but reserves 
at the end of 1975 are still expected to equal two to three months' 
worth of imports. The government is likely to take steps to reduce 
the rate of import growth, especially of non-essential import goods, 
and this may increase domestic inflation. Bolivia maintains an 
open economy with free conversion of foreign currency. 





KEY ECONOMIC INDICATORS 
All values in millions Exchange rate as of Sept., 1975 
unless otherwise stated US$ 1.00 = Sb 20 


e estimate 
p = preliminary 

1974/73 1975/74 
ITEM 1974 1975 % Change % Change 


INCOME, PRODUCTION, & EMPLOYMENT 


GDP constant 1968 prices (pesos) 13,945P N/A 6.7% 
GDP in current prices (pesos) 37 ,313P N/A 74% 
Per Capita GDP current prices ($US) 341 N/A 70% 
Gross Fixed Investment (pesos) 2,344 N/A 18% 
Industrial Production Index 

(1968 = 100) 142 N/A 10% 
Employment (000) 2,432 2,544¢ 9% 
Avg. Unemployment rate (unofficial) 14% 15% - 
Electric Power Consumption La Paz 

(millions KWH) 256 131 1/ 7% 6% 3/ 


MONEY AND PRICES 


Money Supply at end of period: (pesos) 4,196 4,472 1/ 14% 4/ 
External Debt (Outstanding Balance 

end of year: $US) 786 -.- 
Bank Interest Rates 2/ 15% 15% 1/ -.- 


Cost of Living Index (end of year) 305 321 1/ 11% 4/ 


BALANCE OF PAYMENTS AND TRADE 
(millions of dollars) 
Central Bank Gross F/X and Gold 203 1/ 146% 25% 3/ 
Balance of Payments (- = deficit) N/A 
Balance of Trade 52.3¢ 


Exports (FOB) 475e 107% -152% 
U.S. Share N/A 


Imports CIF N/A 85% 
U.S. Share N/A 


TREASURY REVENUES /EXPENDITURES 
(millions of current pesos) 
Revenue 2,586P 1/ 105% 24% 3/ 


Expenditure 2,645P 1/ 92% 18% 3/ 
Deficit/Surplus -59.5P 7 


1/ Through June 
2/ Net of Taxes 
3/ Increase over same period of time in 1974 
4/ Annual rate. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Falling prices and volumes for Bolivia's minerals and petroleum 
exports in 1975 reduced the very high level of economic activity 
- which prevailed in 1974, but the economy continued to grow ener- 
getically based on continuing political stability and public 
confidence, which fostered high levels of domestic and foreign 
financed investment and consumer demand. The government main- 
tained a balanced budget during the first eight months of 1975 
and this, together with a liberal import policy and restrained 
monetary and credit policies, brought inflation down to only 3 to 
47, during the January - August, 1975 period, less than the world 
rate of inflation. Price inflation may accelerate during the 
latter part of 1975 as a result of government measures to reduce 
imports, a crop-damaging frost in Bolivia's eastern region and 
seasonal rains. 


The value of exports declined by an estimated 18 percent during 

the first half of 1975 compared to the same period in 1974, while 
imports were increasing at roughly a 25 to 30 percent annual rate. 
Foreign exchange reserves held up remarkedly well during the 

first half, however, partly due to lags in payment receipts for 
Bolivia's exports from late 1974, when prices were high, and 

partly because of the government's tight demand management policies 
and incoming private and public foreign capital. The fall in re- 
serves accelerated in the third quarter as export prices continued 
to fall, and it seems likely that to maintain adequate foreign 
reserves the government will take action to slow imports, especially 
of non-essential consumer goods. While this may lead to some in- 
creased prices, inflation is unlikely to get out of hand as long 

as the government maintains its present restrained public spending 
and continues to improve tax collection from domestic sources. 
Failure to take adequate measures to stem the rapid rise in imports 
could result in a foreign exchange shortage around mid to late 1976, 
unless world prices for Bolivia's exports turn upward. The reserve 
situation will be mitigated by an anticipated USS 300 million or 
more in foreign financed development and investment projects which 
will be contracted for in 1975 (see below), many of which should 

be getting into full swing by mid-1976. 


The Bolivian Government has launched a series of measures designed 

to promote increased savings and investment, including (a) a re- 
quirement that private firms reinvest at least 50 percent of profits 
(this does not apply to foreign firms registered under the National 
Investment Law, or to the petroleum and gas sector) with tax incen- 
tives for higher rates of reinvestment; (b) a banking decree allowing 





dollar-denominated time deposits and guaranteeing the dollar value 
of local currency time deposits; and (c) publication of an invest- 
ment plan for 1975 by the Ministry of Planning and Coordination, 
which is also working on a five-year development plan. The govern- 
ment is also in the process of revising the National Investment 
Law to liberalize incentives and has contracted the services of a 
group headed by Harvard University Professor Richard Musgrave to 
study the nation's fiscal system and recommend improvements; and a 
second group, also from Harvard University, to study the minerals 
taxation system. These are indications of the government's 
serious efforts to further invigorate the economy with emphasis 

on both the private and public sectors. 


Petroleum exports are expected to decline in 1975 by 26%, to 

about US$ 120 million, compared to US$ 161 million in 1974. This 
is primarily due to difficulties in the first part of the year in 
finding markets for Bolivia's unusually light and clean petroleum 
at the USS 15 per barrel price obtained in 1974, plus a 3.6% dec- 
line in volume of production due to declining reserves, which at 
present rates will last for only nine years. Also, internal 
petroleum consumption is increasing rapidly, by an estimated 19% 

in 1975, because of artifically low domestic gasoline prices. 
Natural gas exports, on the other hand, are expected to increase 

by 75%, to US$ 42 million, mostly to Argentina. Investment in 
exploration and refinery capacity continues at a high rate. The 
State-owned Bolivian petroleum company, YPFB, is spending about 

US$ 27 million annually on exploration and 15 private petroleum 
companies, most of them North American, are engaged in pre-drilling 
activities on 15 million hectares under three-year operational 
contracts with YPFB. Several companies are already drilling and 
others plan to drill before the end of 1975, but to date no new 
petroleum fields have been discovered, although YPFB has found many 
gas fields. YPFB is expanding capacity at its refineries in Cocha- 
bamba and Santa Cruz under contract to a U.S. firm, McKee CTIP 
International, and is building a lubricant plant at Cochabamba. 

The three projects will cost an estimated US$ 125 million and should 
be finished in 1978. The Andean Common Market's decision No. 91 
assigns Bolivia a list of petrochemicals which it, along with other 
specified member countries, may manufacture and sell, including 
light and heavy polyethylene, styrene, polipropenal and phenol, the 
latter being the only product exclusively limited to manufacture 

in Bolivia. 


Bolivia's minerals sector has been hit by declines in world prices 
which began about September, 1974. By July, 1975, tin prices had 
fallen 26%, antimony prices 49%, copper 14% and lead 33%. The 





volume of tin (Bolivia's largest export) will also decline about 
14% in 1975 as a result of export quotas imposed by the Inter- 
national Tin Council, and Bolivia may have to stockpile over 4,000 
metric tons of contained tin by the end of the year. Total 
minerals exports are forecast to decline by 16%, to US$ 324 million 
CIF in 1975, compared to US$ 384.4 million in 1974. 


The financial situation of the private mining sector has deteriora- 
ted as a result of low mineral prices and continued high export 
taxes. Many firms have postponed investment plans made during the 
high price periods of 1973 and 1974, while numerous small miners 
have ceased production and several of Bolivia's 31 so-called medium 
miners are rumored on the verge of insolvency. One medium mining 
company has formed a partnership with an Australian firm to mine 
zinc, and several other such joint ventures are expected to occur 
to obtain exploration and investment capital. The government is 
considering revising mining regulations to permit private (including 
foreign) companies to explore and develop some 30 million hectares 
of government minerals reserves on a similar basis to the private 
oil company contracts with YPFB which, along with the results of 
the minerals tax study, would support the government's efforts to 
revitalize this major productive sector of the economy. 


Investment in minerals treatment facilities underway or planned in- 
cludes a new antimony plant, expansion of the State-owned tin smelter 
from 7,500 to 11,500 metric tons, with expansion to 20,000 tons, 75% 
of Bolivia's production capacity, planned within the next three years, 
plans to install a USS 8.0 million complex to produce tungsten pro- 
ducts and ferro alloys, feasibility studies of a 64,000 metric ton/ 
year zinc smelter, and a copper lixiviation plant. SIDERSA, the 
State-owned iron and steel firm, has received USS 10 million from a 
Brasilian loan to finance a feasibility study by McKee International 
of an estimated USS 500 million project, including infrastructure 
work, to produce iron and steel at Muttin in Eastern Bolivia. 


The agricultural export sector, centered mostly in the massive 
Eastern province of Santa Cruz, grew rapidly in 1972-74 based on 
sugar, cotton, cattle and lumber, but was also hit in 1975 by falling 
world-prices as well as by labor shortages, and management and mar- 
keting problems. Exports in 1975 are expected to remain at about 

the 1974 level, compared with increases of 27% in 1974 and 64% in 
1973. The underpopulated Eastern portion of Bolivia, consisting of 
Santa Cruz and Beni Departments, contains excellent farmland, as well 
as most of Bolivia's petroleum reserves, but it lacks roads and 

other infrastructure. The combination of petroleum and export agri- 
culture has made it Bolivia's most economically dynamic and rapidly 
growing region. With human and infrastructure resources, it promises 
to remain the center for Bolivia's agricultural export growth. 





Foreign assistance loans for Bolivia's development accelerated in 
1975 and implementation of development projects should be one of 

the economy's most dynamic features in coming years. During the 
first nine months of 1975, over US$ 250 million in development and 
investment loans were contracted, with the likelihood of exceeding 
USS 300 million by the end of the year. The Inter-American 
Development Bank was the largest doner, with loans signed totalling 
over USS 65 million and another US$ 50-60 million planned for late 
1975 or early 1976. Brazil and Bolivia signed a USS 60 million 

loan agreement in September, 1975, about USS 10 million of which is 
earmarked to finance the feasibility study for the MutGn iron and 
steel complex, with the remainder destined for the national develop- 
ment fund. World Bank loans totalled USS 39.5 million and the U.S. 
Agency for International Development loans totalled US$ 17.2 million 
during this period. 


IMPLICATIONS FOR THE UNITED STATES 


With the Bolivian Government's ambitious plans for large-scale 
industrial, infrastructure and social development projects in the 
coming year, many of them already financed as previously mentioned, 
Bolivia's imports of capital and intermediate goods, as well as 
foreign technical and managerial expertise, should increase substan- 
tially in 1976 and 1977. Efforts just beginning to revitalize the 
minerals sector with the help of private financing offer longer run 
opportunities. Bolivia should therefore continue to grow as a 
market for U.S. exports, which increased by 144% in 1974 to USS 105 
million and continued at 15% above this rate in the first half of 
1975. Principle export opportunities will include industrial, mining 
and petroleum equipment, aircraft, railway rolling stock, trucks and 
autos and agricultural machinery. As in the past there will be some 
excellent opportunities for U.S. firms to-provide comprehensive pro- 
ject packages which contain high quality U.S. equipment, technical 
and managerial expertise, and financing. 


Our export competitors have the equipment, technical know-how, and 
financing facilities to make attractive project offers to the Bolivian 
state enterprises and government officials and, indeed, many, as well 
as some U.S. firms, already have done so. While U.S. companies enjoy 
clear technological advantages for some projects, purchasing officials 
of public sector entities have emphasized that they often lose out on 
export opportunities because they do not have connections with local 
agents or firms. Since public sector purchasing constitutes such a 
large share of overall spending, especially for items in which U.S. 
firms are competitive, public sector procurement policies are outlined 
below: 





1) By law, all government entities must issue public tenders 
for purchasing only from firms domiciled in Bolivia or 
through Bolivian representatives of foreign firms. 


There is normally, by law, a 30-day period in which to 
respond to the issuance of public sector tenders. For 
large items this period is usually extended to 60 days. 
The short time allowed is further reason for U.S. firms 
to have local representation. The tenders state that 
consideration will only be given to local representatives 
of foreign firms and local firms registered with the 
Chambers of Commerce and Industry. (By law these firms 
must also register with the Directorate General of 
Commerce and Industry.) 1 re, U.S. firms desiring 
to participate in sales to the public sector are strongly 
encouraged to seek local representation. 


An exception to the law is for purchases financed through 
foreign government assisted supplier credits or through 
multilateral financed institution assistance. The credit 
terms or assistance agreement normally dictate the country 
or countries of origin. Despite this exception, a local 
representative or agent is in a stronger position to find 
and take advantage of opportunities. 


4) YPFB has a purchasing office in Houston, Texas, but the 
purchasing decisions are made in La Paz. 


Competition for the Bolivian market comes not only from Japan, Taiwan 
and Western industrial nations but also from Brazil and Argentina, 
whose proximity to the Bolivian market gives them added advantages. 
Our competitors have been making major sales due to their aggressive 
promotion of project packages, local representatives and ready avail- 
ability of credit on good terms. U.S. products in general are com- 
petitive and their superior quality is widely recognized in Bolivia, 
however, and U.S. firms with local offices or representatives who pro- 
mote these attributes, and who can offer credit on competitive terms, 
have excellent chances of success in the half-billion dollar Bolivian 
market forecast for 1976. 
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